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E.O. 11652: N/A 

TAGS: AEIN, EGEN, EALR, PE 

SUBJECT: FINANCE MINISTER OUTLINES NEW ECONOMIC MEASURES 

1. SUMMARY. IN NATIONWIDE TV APPEARANCE JANUARY 13, FINANCE 
MINISTER SAENZ OEFERED AN ALMOST TWO-HOUR DESCRIPTION OF PERU'S 
CURRENT ECONOMIC/FINANCIAL CRISIS AND ANNOUNCED NEW WAGE, PRICE, 
AND BUDGETARY MEASURES DESIGNED TO STABLIZE ECONOMY. WAGES 
FOR BOTH PUBLIC AND PRIVATE SECTORS WILL BE INCREASED BY 
EQUIVALENT OF U.S. $ 8-16 PER MONTH, BUT PRIVATE SECTOR WORKERS 
WILL BE ALLOWED TO SEEK FURTHER INCREASES THROUGH COLLECTIVE 
BARGAINING BASED ON FIRM'S ABILITY TO PAY. SAENZ ADDED THAT 
SALARIES WERE UNDER CONSTANT REVIEW BY MILTI-SECTORIAL BOARD 
AND WERE SUBJECT TO FURTHER INCREASE, PERHAPS IN APRIL, IF 
SITUATION WARRANTED. CERTAIN PETROLEUM DERIVATIVES (BUT NOT 
GASOLINE), BASIC FOODSTUEFS, AND TRANSPORT COSTS RISE BY 
17-33 PERCENT. MINISTER MADE NUMEROUS EFFORTS TO MOLLIFY WORKERS 
WITH PROLONGED DESCRIPTION OP SUBSIDIES WHICH WILL CONTINUE 
TO HOLD PRICES DOWN (E G. PERTILIZERS, CANNED MILK, BREAD, 
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EDIBLE OIL. HE ALSO EXPANDED SOMEWHAT ON REVENUE AND EXPEN- 
DITURE PROJECTIONS IN 1978 BUDGET, ALTHOUGH FULL BUDGET PICTURE 
AND ITS RELATIONSHIP TO IMP TARGETS IS TILL UNCLEAR. PRELINARY 
REACTION TO SPEECH BY LABOR AND BUSINESS WAS LOW KEY, 

THOUGH BUSINESSMEN ARE CONCERNED AT PROSPECT OF OPEN- 
ENDED WAGE NEGOTIATIONS THIS YEAR. IN GENERAL, MINISTER 
(PERHAPS WITH AN EYE TO THE GENERAL STRIKE THREATENED 
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FOR JANUARY 23-24) WAS CLEARLY ATTEMPTING TO STEER A 
NARROW COURSE BETWEEN LABOR DEMANDS AND THE TARGETS OE 
THE IME AUSTERITY PROGRAM. 

END SUMMARY. 

2. WAGES. SAENZ ANNOUNCED THAT SALARIES OF PUBLIC 
SECTOR WORKERS WOULD RISE BY S/ .1,000 (U.S. $7.60) 

PER MONTH WITH AN ADDITIONAL S/. 1,000 ADDED TO 

EXISITNG EAMILY SUBSIDIES EOR MARRIED WORKERS. ACCORDING TO USDAO 
(AARMA) PUBLIC SECTOR SALARY HIKES ALSO APPLY TO MILITARY (ENLISTED, 
OEFICERS, AND RETIRED). IN THE PRIVATE SECTOR, 

WORKERS WILL RECEIVE AN AMOUNT EQUIVALENT TO 27 PERCENT OE 
THE MINIMUM WAGE IN EEEECT IN THEIR LOCALES, E.G. IN 
LIMA THE ACROSS-THE-BOARD INCREASE WILL BE S/. 1,458 
(U.S. $1 1.20) PER MONTH. SAENZ ALSO KEPT THE DOOR 
OPEN EOR FURTHER WAGE INCREASES IN AT LEAST TWO 
IMPORTANT AREAS: (1) HE NOTED THAT THE INTER- 
SECTORIAL COMMITTEE ON WAGES AND SALARIES CHAIRED BY 
THE VICE MINISTER OE ECONOMY AND EINANCE WOULD CON- 
TINUE TO STUDY THE WAGE SCENE AND WOULD MAKE 
RECOMMENDATIONS EOR EURTHER WAGE INCREASES AS NECESSARY. 

SAENZ SUGGESTED IN THIS REGARD THAT THE RECOMMENDATIONS 
MIGHT COME IN MARCH WITH NEW WAGE INCREASES EEEECTIVE 
IN APRIL. THE MINISTER ALSO LEET THE DOOR OPEN IN THE 
PRIVATE SECTOR TO WAGE INCREASES EARNED BY WORKERS AS A 
RESULT OE COLLECTIVE BARGAINING, BASED ON THE INDIVIDUAL 
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FIRM'S ABILITY TO PAY. WAGE INCREASES WERE JUSTIEIED BY 
THE MINISTER ON THE BAISIS THAT THEY WERE COMPUTED TO 
OEFSET PARTIALLY A DECLINE IN PURCHASING POWER OVER 
RECENT MONTHS. (COMMENT: AUTHORIZED WAGE INCREASES 

EOR BOTH PUBLIC AND PRIVATE SECTORS APPEAR ROUGHLY COMPARABLE ON THE 
AVERAGE WITH THE TEN PERCENT NORM CONTAINED IN THE IME AGREEMENT; 

I.E. WE ESTIMATE PUBLIC SECTOR EMPLOYEES MAKE AN AVERAGE OE ABOUT 

S/. 17,000 PER MONTH, WHILE THE AVERAGE BLUE-COLLAR INDUSTRIAL 

WORKER, ACCORDING TO THE MINISTRY OE LABOR, EARNS 

S/. 14,085 PER MONTH. WAGE INCREASE WAS PROGRESSIVE 

AND THE FEW WORKERS WHO MAKE AT OR NEAR THE S/.5,400 

MINIMUM WAGE WERE THE GREATEST BENEFICIARIES (27 PERCENT) IN 

RELATIVE TERMS.) 

3. PRICES. PRICE INCREASES WERE ANNOUNCED BY MINISTER 
SAENZ WITH A CAREEUL EXPLANATION OP THE NEED EOR THEM, 

NAND IN SOME CASE (E.E. BREAD, MILK, AND COOKING OIL) 

A GRAPHIC DESCRIPTION OP HOW MUCH MORE COSTLY THE ITEMS 
WOULD BE IP SUBSIDIES WERE COMPLETELY ELIMINATED. PRICE 
INCREASES OP 17-33 PERCENT WERE ANNOUNCED FOR CERTAIN BASIC 
POODSTUFPS. HE SPECIFICALLY ANNOUNCED INCREASES EOR 
RICE (25 PERCENT), BREAD (30 PERCENT), SUGAR (22 PERCENT), EVAPORATED 
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MILK (33 PERCENT), AND COOKING OIL (17 PERCENT). ACCORDING TO THE MIN 
ISTER 

THE PRICE INCREASES EOR THE BASIC FOODSTUEES ARE DUE TO 

INCREASED COSTS. HOWEVER MINISTER STRESSED THAT 

GASOLINE, BOTTLED GAS EOR DOMESTIC USE AND KEROSENE FOR 

DOMESTIC USE WOULD NOT INCREASE IN PRICE, BUT THAT 

INDUSTRIAL KEROSENE, DIESEL AND RESIDUALS WOULD INCREASE 

BY AN AVERAGE OF 33 PERCENT. PASSENGER TRANSPORT COSTS WILL 

GO UP BY 20-33 PERCENT, E.G. SCHOOL CHILDREN WILL PAY 4 RATHER THAN 

3 SOLES ON PUBLIC TRANSPORT, WORKERS AND UNIVERSITY 

STUDENTS WILL PAY 6 RATHER THAN 5 SOLES, WHILE THE 

REGULAR ADULT EARE WILL RISE BY TWO SOLES TO S/. 12 

(US.S $.09 (COMMENT: THE ONLY CLEAR DEVIATION EROM 

THE IME STANDBY AGREEMENT WAS THE MINISTER REITERATION 
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OE THE GOP DECISION NOT TO RAISE THE PRICE OE REGULAR 

GASOLINE, PRESAGED BY THE PRESIDENT'S REMARKS AT HIS 

DECEMBER 30 PRESS CONEERENCE. SAENZ USED THE SAME PHRASE AS IN THE 

IMF ACCORD THAT FOOD PRICE RISES ARE RELATED TO COST INCREASES, 

BUT THERE IS NO BASIS EOR A PRECISIEMNALCULATION.) 

4. BUDGET. THE MINISTER ANNOUNCED THE SAME BASIC CENTRAL 
GOVERNMENT BUDGET EOR 1978 AS WAS PROMULAGATED BY THE GOP 
IN D.L. 22,049 (LIMA 0001) OF DECEMBER 29, 1977 WITH AN 
EXPENDITURE LEVEL OE S/.289.7 BILLION, BORKEN DOWN INTO 

S/. 144.7 BILLION AS CAPITAL EXPENDITURES, 

S/.38.7 BILLION AS INTEREST ON DEBT, AND S/.6L2 BILLION 
AS AMORTIZATION OE DEBT. THOUGH THIS IS THE BEST 
DISAGGREGATION OF EXPENDITURES TO DATE, MORE DETAISL 
WOULD HAVE BEEN HELPEUL, I.E. THERE WAS NO BREAKDOWN 
IN REGARD TO EXTERNAL AND DOMESTIC DEBT. ON THE 
REVENUE SIDE, HE PRESENTED S/.226.9 BILLION AS CURRENT 
REVENUES, S/.14.9 BILLION AS UTILIZATION OF EXTERNAL 
CREDITS AND S/.48.6 BILLION AS UTILIZATION OF DOMESTIC 
CREDIT. 

5. THE MINISTER THEN REVIEWED IN DETAIL TAX MEASURES 
ENACTED IN DECEMBER; THE TERMINATION OF 
EXONERATION OE AGRICULTURAL COOPERATIVES EROM THE 
PAYROLL TAX, A BROADENING OF TAXES ON GOODS AND SERVICES, 

AN INCREASE IN RATES EOR THE TAXES ON BUSINESS NET 
WORTH AND ON REVALUATION OE FIXED ASSETS, AND A SHARP 
INCREASE EOR THE TAX ON COCA LEAVE. HE STATED THAT 

THE INCREASED TAXES ON PETROLEUM PRODUCTS (OF MID- 
JANUARY) WOULD INCREASE TREASURY REVENUES BY S/.6.1 
BILLION. HE ALSO NOTED THAT BUDGETARY PROGRAMMING 
WAS AT PRESENT INCOMPLETE AND THAT THE GOP WAS STUDYING 
VARIOUS MEASURES TO REDUCE EXPENDITURES . (COMMENT: WE 
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STILL DO NOT HAVE SUFFICIENT EACTS TO RELATE THE GOP 
BUDGET PRONOUNCEMENT TO THE IME STANDBY CONDITIONS. 

FOR EXAMPLE, SAENZ STATED THAT THE CENTRAL GOVERNMENT'S 
1977 DEFICIT, WHICH AT MID-YEAR 1977 HAD BEEN PROJECTED AT S/.76.8 
BILLION, HAD BEEN REDUCED TO S/.29 BILLION. AS FOR 1978, 

IT IS NOT CLEAR HOW THE FIGURES GIVEN EOR THE CENTRAL 
GOVERNMENT BUDGET DEEICIT COMPARE WITH THE 3.5 PERCENT OE GDP 
DEFICIT FOR THE ENTIRE PUBLIC SECTOR PROJECTED BY THE 
IME. THE GOP IS RELUCTANT TO ENTER INTO TECHNICAL 
DISCUSSIONS ABOUT THE BUDGET WITH US NOW). 

6. COMMENT: MINISTER SAENZ'S SPEECH WAS A LENGTHY AND 
PONDEROUS BALANCING ACT BETWEEN THE PRESSURES OF LABOR 
UNREST AND POLITICAL CRITICISM, ON THE ONE HAND, AND 
THE NEED TO MAINTAIN IME COMMITMENTS ON THE OTHER. 

EXCEPT FOR THE GASOLINE PRICE, WHICH HAS A BEARING ON 
THE PROSPECTS FOR A GENRAL STRIKE JANUARY 23-24 (THE 
GAS PRICE INCREASE WAS A RALLYING POINT FOR THE VIOLENCE 
LAST JULY), THE GOP APPEARS TO BE SQUEAKING BY ON ITS 
IME TARGETS, AT LEAST FOR THE TIME BEING. THE 
SPEECH INITIALLY AT LEAST HAS BEEN RECEIVED WITH 
SOME EQUANIMITY BY ALL SECTORS. HOWEVER, AT LEAST A 
COUPLE OF POINTS ARE LIKELY TO CAUSE CONTINUING 
DIFEICULTY. FIRST, THE ELAT 1458 SOL WAGE INCREASE, 

WHICH SQUEEZES THE MIDDLE AND SUPPER INCOME CLASSES 
HARDEST, WILL LIKELY EXACERBATE THE INVITATION TO 
FURTHER WAGE NEGOTIATIONS IN THE PRIVATE SECTOR. 

AND SECOND, THE GROWING CITICISM THAT THE GOVERNMENT 
IS OVERLY SECRETIVE WITH ITS FACTS AND MAY HAVE NO COHERENT 
OVERALL STRATEGY FOR REVITALIZING PRODUCTION AND JOBS, 

IS FULLY BORNE OUT BY THE SAENZ PRESENTATION. 

SHLAUDEMAN 
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